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ethlehem is a large, integrated steel producer 
which makes a wide vanety of steel mill products. 
(Bethlehem is also engaged in the production and 
sale of coal and other raw matenals—in oil field 
services and in the construction and servicing of mobile off¬ 
shore drilling rigs and ships—and in the manufacturing of 
forgings and castings, wire rope and railroad cars. 
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Highlights 

* 




(dollars in millions , except per share data) 

1986 

1985 

1984 

For The Year 




Net sales 

$4,332.9 

$5,117.7 

$5,392.1 

Estimated gain (loss) on discontinuing 




businesses and assets—net 

20.0 

(75.0) 

30.0 

Loss from operations 

(36.3) 

(69.8) 

(47.8) 

Net loss 

(152.7) 

(196.0) 

(112.5) 

Net loss per Common share 

(3.37) 

(4.37) 

(2.91) 

Dividends per Common share 

— 

.30 

.60 

Capital expenditures 

227.8 

774.0 

309.0 

Depreciation 

295.8 

282.7 

282.6 

Steel products shipped (net tons in thousands) 

8,470 

8,792 

8,925 

Raw steel produced (net tons in thousands) 

10,417 

10,440 

12,166 

Utilization of production capability 

65.1% 

59.3% 

67.6% 

Employees—monthly average receiving pay 

37,500 

44,500 

51,400 

At Year End 


1 . t 

' * 


Book value per Common share 

$ 11.76 

$ 15.13 

$ 20.03 

Cash and marketable securities 

463.1 

99.3 

85.7 

Total debt 

1,262.1 

1,241.4 

1,267.9 

Total capital lease obligations 

486.9 

460.9 

12.1 

Stockholders’ equity 

849.0 

1,011.3 

1,157.0 

Debt as a percent of invested capital 

67.3% 

62.7% 

52.5% 

Capital expenditures authorized at year end 

$ 179 

$ 245 

$ 492 

Orders on hand 

$ 1,501 

$ 1,278 

$ 1,245 



Chairman’s Letter 


Wen I first addressed stockholders at 
the Annual Meeting in April 1986, as Bethlehem’s 
new Chief Executive Officer, I pointed out that Beth¬ 
lehem had made significant gains over the past four 
years in many areas of its business. But I added, “The 
road ahead is still very rocky,” and that has certainly 
proven to be true. Facility shutdowns and sales, 
employee layoffs and terminations, and reductions 
in inventories and capital expenditures continued 
throughout 1986. Despite these actions and ongoing 
reductions in costs and improvements in quality, cus¬ 
tomer service and productivity, Bethlehem incurred a 
net lossof$153 million in 1986, our fifth consecutive 
yearly loss. The 1986 loss is attributable primarily to 
depressed prices for steel and coal and to losses in our 
Marine Construction Group. 

Also, the book value of a share of Bethlehem Com¬ 
mon Stock declined further from $15.13 at the end of 
1985 to $11.76 at the end of1986, and Bethlehem Com¬ 
mon Stock traded during the year at an all-time low of 
$4,625 a share on the New York Stock Exchange. Div¬ 
idends have now been omitted on Bethlehem’s 
two outstanding series of Preferred Stock as well 
as on the Common Stock. 


^#ethlehem Is Not Alone. Bethlehem, 
of course, is not alone in its problems, as the domestic 
steel industry has experienced severe financial hard¬ 
ship since 1981. In July of 1986, one of our principal 
competitors. The LTV Corporation, filed for reorgani¬ 
zation under chapter 11 of the federal bankruptcy 
code. The LTV filing brings to over 20 the number of 
domestic steel companies that have filed for bank¬ 
ruptcy in the last ten years. Currently, approximately 
209? of the production capability of the domestic 
industry is, or has been, in chapter 11. 

The financial hardships suffered by Bethlehem and 
the rest of the domestic steel industry in the 1980s 
result from fundamental changes in the economics of 
the industry. Although total steel consumption in the 
United States has remained relatively flat at about 
100 mill ion tons over the past five years, imports of 
steel and products made of steel, such as automobiles, 
tractors and machinery, have drastically reduced the 
domestic market for American producers. 

As a result, domestic steel shipments have declined 
209? from 88 million tons in 1981 to 70 million tons in 
1986. During that same period, domestic raw steel 


production capacity has declined 229? from 154 mil¬ 
lion to 119 million tons. Even with this capacity reduc¬ 
tion. an excess capacity of about 25 to 30 million tons 
(or over 259? of present capacity) remains, resulting in 
very low, uneconomical operating rates for our indus¬ 
try. There is also extensive global overcapacity, and 
foreign producers, many owned by their governments, 
continue to ship steel into our market, most often at 
unfairly traded prices, in order to preserve employ¬ 
ment in their countries. 

The significant adverse pressures which have 
caused such a substantial decline in our industry’s 
share of our own domestic market will continue for 
the foreseeable future, and we believe that continued 
reduction of domestic capacity will be required in 
order to achieve a more realistic balance between 
supply and demand for our industry. 

However, the ongoing pension, health care and 
insurance costs for employees who lose their jobs as a 
result of capacity reductions are huge. Any future 
shutdowns will add a tremendous additional burden 
on the companies and the communities in which they 
operate, which have already absorbed major impacts 
from past plant closings. 

We question whether domest ic steel companies, 
acting on their own, will be financially able to shut 
down sufficient additional steelmaking capacity to 
solve the overcapacity problem in the near term. 

Bethlehem, for example, has reduced its steelmak¬ 
ing capacity bvover 309? since 1976—from 23.5 mil¬ 
lion to 16 million tons today. The number of employees 
has been reduced from approximately 100,000 to 
approximately 35,000 and the number of retirees has 
increased to approximately 70.000. double the num¬ 
ber of active employees. The cost of these reductions in 
capacity in both financial and human terms has been 
and will continue to be enormous. Bethlehem has 
recorded lossesofalmost $2.0 billion during this 
period in connection with discontinued facilities and 
operations, most of it representing pension, health 
care and insurance costs for terminated employees. 

We estimate that our annual pension expense for 
retirees is $185 million and our annual cash cost for 
health care for them is $90 million. We will continue 
to streamline our operations and facilities, but the 
costs of substantial additional reductions in capacity 
will make such actions extremely difficult. 

Nor is the pace of capacity reduction in the domestic 
industry likely to be accelerated to any great degree 
by bankruptcies. As previously noted, a number of 
domestic steel companies have filed for bankruptcy. 












These bankruptcies result in cost reductions for mar¬ 
ginal facilities and lead to decisions to extend their 
lives, further aggravating the industry’s overcapacity 
problem. 

Finally, much of the progress that Bethlehem and 
the domestic industry have made in recent years in 
reducing capacity has been offset by the fact that, dur¬ 
ing this same period, steelmakers in other countries 
who sell into Bethlehem's markets have failed to 
adjust capacity in line with their diminished home 
market demand. As a result, worldwide steel overca¬ 
pacity will continue to cause intense domestic and 
foreign competition, which in turn will maintain 
severe pressure on steel prices, until the necessary 
corrections occur. 

Because of these pressures, only the low-cost steel 
producers who provide superior product quality and 
customer service will be competitive and profitable— 
and will survive—in the American steel market. 


^A/orking with Others. We are actively 
working with other steel producers, with labor and 
with federal, state and local governments to develop 
solutions to the problems facing our industry. We have 
been focusing our efforts on three critical areas— 
restructuring of capacity, trade and facility moderni¬ 
zation. 

As we have indicated, the necessary downsizing of 
the domestic steel industry will generate significant 
employment and other costs for the affected compa¬ 
nies, employees and communities. The federal gov¬ 
ernment has some responsibility to each of these 
constituencies, and. in our view, the public interest 
will best be served with new federal legislation that 
will facilitate this capacity reduction in a manner 
that is fair and humane to all concerned. 

With respect to trade, the existing President’s Steel 
Program to control imports must be effectively imple¬ 
mented. applied to countries not covered by the Pro¬ 
gram and extended beyond 1989. In addition, our 
trade laws must be improved and strictly enforced. 

And, finally, the domestic industry must continue 
to modernize its facilities. This will require a return 
to profitability for the industry in order to generate 
the funding needed for reinvestment in the steel busi¬ 
ness. In addition, new tax legislation which encour¬ 
ages capital investment and increased government 
support and industry-government cooperation to 
advance the technological interests of the industry 


would be extremely beneficial. 

Ultimate success in bringing about the necessary 
changes in all of these areas will depend upon a con¬ 
tinuing partnership involving all concerned parties. 


^Bethlehem's Strategic Direction. In 

addition to our efforts to find solutions to the external 
events which have been adversely affecting our busi¬ 
ness , we are aggressively working on our strategic 
objective of becoming a fully competitive premier steel 
producer in the domestic market. In order to achieve 
this objective, we are concentrating essentially all of 
our resources on making our steel operations competi¬ 
tive and profitable and rebuilding our financial 
strength. We are also actively considering and pursu¬ 
ing a wide range of restructuring alternatives. 

During 1986, we made progress toward our objec¬ 
tive. We have continued to achieve reductions in costs, 
increases in productivity and improvements in the 
quality of our products. We have also brought on-line 
important new facilities such as the new continuous 
slab casters at our Sparrows Point and Burns Harbor 
plants. Much of what we have accomplished in 
strengthening and improving our steel business is 
described in the next section of this Report. In addi¬ 
tion, several other key aspects of our strategic plan 
should be mentioned. 

Early in 1986, we concluded that Bethlehem’s 
financial condition would preclude further diversifi¬ 
cation away from our steel business in the foreseeable 
future. Accordingly, since we could not afford to sup¬ 
port the desired growth of our existing diversified 
businesses, we decided to sell them. We also decided to 
accelerate the disposition of those of our other busi¬ 
nesses that do not fit our long-term strategy. The pro¬ 
ceeds from these sales have been used for rebuilding 
our financial strength and liquidity. 

We were successful in implementing this aspect of 
our strategy in 1986. raising $386 million from asset 
sales. Assets sold included Kusan. Inc., Tull Indus¬ 
tries, the Buffalo Tank and Fabricated Reinforcing 
Bar Divisions, our 40^ interest in Met-Mex Penoles, 
Lane Metal Products, a portion of our Homer 
Research Laboratories and Bethlehem International 
Engineering Corporation. Major assets remaining to 
be sold include certain of our coal and limestone prop¬ 
erties. We expect to raise more than $100 million from 
asset sales in 1987. Of course, we cannot continue to 
sell assets indefinitely. 
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In addition to raising cash from assets sales, we also 
enhanced Bethlehem’s liquidity through better man¬ 
agement of inventories, receivables and material pur¬ 
chases and by limiting capital expenditures. The 
combination of all these efforts increased our cash 
and marketable securities position from $99 million 
at year end 1985 to $463 million at year end 1986. We 
expect to maintain an adequate level of liquidity 
through 1987. 

As part of our efforts to make our steel business 
more competitive, we have been actively considering 
and pursuing a wide range of operating alternatives. 
For example, we have been exploring ways to more 
fully utilize our raw steel production facilities 
through discussions with other steel producers con¬ 
cerning their purchase of semi-finished steel from 
Bethlehem. In December, following the announce¬ 
ment by Wheeling-Pittsburgh Steel Corporation that 
it was no longer continuing in the rail business, we 
expressed an interest in acquiring Wheeling-Pitts¬ 
burgh’ s Monessen rail mill as an extension to 
Steelton’s rail business. Our modern steelmaking and 
continuous caster facilities at Steelton can provide 
sufficient high quality semi-finished steel for both 
rail mills with significant economies for the combined 
operations. 

As part of our ongoing effort to reduce the cost of 
our raw materials, we completed an exchange of 
equity interests in certain iron ore mining companies 
in May that helps bring our iron ore commitments 
more into line with our substantially reduced future 
requirements. We are in the process of renegotiating 
other supply arrangements. 

Our ongoing efforts include a continuing review of 
Bethlehem’s debt and other financial obligations with 
respect to our future needs for operations and compet¬ 
itive demands. In addition, we are also closely moni¬ 
toring the activities of our competitors who have 
commenced and are currently operating under chap¬ 
ter 11. 


^Smployee Commitment. There is one 
other resource that we’re counting on as a major con¬ 
tributor to attaining Bethlehem’s strategic goals, per¬ 
haps our most important asset—our employees. The 
dedication, cooperation and understanding of our 
employees is essential to returning Bethlehem to 
profitability. In 1986. our employees clearly demon¬ 
strated their commitment to Bethlehem’s future. Our 


nonrepresented salaried employees demonstrated 
their continued willingness to work hard and effec¬ 
tively in the face of adversity and ongoing sacrifices in 
pay and benefits. And in June, our employees who are 
represented by the United Steelworkers of America 
ratified a new 37-month labor agreement which 
included reductions in labor costs as their contribu¬ 
tion toward regaining profitability. In return, the 
agreement established an employee investment pro¬ 
gram which gives them an opportunity to recover 
their sacrifices and to share in Bethlehem’s recovery 
through participation in a combination profit sharing 
and preference stock plan. We look forward to the con¬ 
tinued cooperation and support of all of our employees. 

^^utlook. Underlying market condi¬ 
tions remain soft with domestic industry shipments 
projected to be about 69 million tons in 1987 compared 
to 70 million tons in 1986. However, we do believe that 
with the favorable changes in currency exchange 
rates, continued rationalization of domestic capacity 
and the realization offair value for quality products, 
steel prices in 1987 should remain at least at 1986 
levels. 

As provided in new tax legislation, Bethlehem is 
entitled to receive a cash refund of $130 million in 
1988, representing 50% of Bethlehem's investment 
tax credit carryforward balance at December 31,1986. 
We plan to record this amount as income ratably over 
the course ofl987. For the first quarter we expect our 
operations to be at about a break-even level. 

The domestic steel industry remains in a state of 
financial crisis. Accordingly, we will continue aggres¬ 
sively with further restructuring, concentrating our 
resources on the steel business and rebuilding our 
financial strength. In addition to our own intensive 
efforts, prompt and effective actions by the govern¬ 
ment and others is required to ensure the long-term 
viability of the industry, and we are working closely 
with all concerned to achieve this goal. 

Walter F. Williams 
Chairman and 
Chief Executive Officer 

January 30,1987 
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The Year in Review: 

Bethlehem's Progress Continues 


^Throughout 1986. Bethlehem contin¬ 
ued to make progress in reducing costs, and achieved 
significant improvements in productivity, product 
quality and service to customers. We also improved 
our steelmaking facilities, production processes and 
relations with employees. These concerted efforts 
resulted in bringing our total operating cost reduction 
since 1982 to more than $115 per ton of steel mill prod¬ 
ucts. However, because the average selling price of 
steel also continued to decline, our loss per net ton was 
reduced only moderately in 1986. The challenge for 
the coming year is to continue to improve our cost per¬ 
formance and receive a fair value for our products in a 
very difficult business environment. 


^Jew Production Facilities Make 
Their Contribution. The year began with the start-up 
of the Sparrows Point plant’s new 2.9 million ton per 
year slab caster. And in April, the Burns Harbor plant 
began operating its new 2.2 million ton per year slab 
caster in parallel with its existing slab caster. By the 
end of1986, each of these new casters was producing 
at a rate of better than two million tons a year. With 
their benefits of increased yield, improved quality, 
and decreased energy and labor costs, these new cast¬ 
ers are already contributing to the bottom line, and 
this contribution will increase as all the casters are 
more fully utilized in 1987. Our three slab casters for 
light flat rolled products and plates will be producing 
about 85 c /( of the slabs needed for these products in 
1987, up from S0 r /< in 1985. 

By midyear, a new $82 million state-of-the-art elec- 
trogalvanizing line was shipping corrosion-resistant 
sheet steel to the automotive and appliance indus¬ 
tries. Located in Walbridge, Ohio, the facility is jointly 
owned bv Bethlehem Steel. Inland Steel and Pre Fin¬ 
ish Metals, Inc. The new line provides zinc-coated 
sheet with the improved surface quality and coating 
uniformity now required by automotive and other 
customers for many applications. 

At the Shape and Rail Products Division’s 
Bethlehem plant, progress continued on the $50 mil¬ 
lion project designed to improve our structural steel 
producing capability. The modernization of the 48- 
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inch structural mill is scheduled to be completed in 
1987. It includes installing a new 59-inch roughing 
mill, computer process controls and technological 
innovations which will improve structural steel qual¬ 
ity and provide more production efficiencies. 

At the Division’s Steelton plant, a new' long-length 
rail finishing facility to meet customer requirements 
for 80-foot-long railroad rails began operation. As the 
facility was brought on-line, teams of employees 
came up with solutions for solving start-up problems, 
providing additional rail straightness, and 
improving quality, yield and service. 


^^perations Further Improve 
Their Productivity. Productivity continued to 
improve in 1986, despite a slightly lower level of ship¬ 
ments. Tons of steel shipped per steel plant employee 
increased to 375 tons per employee in 1986, up from 
355 in 1985 and 225 in 1982. The average number of 
manhours needed to produce and ship a ton of steel, 
including selling and administrative employees, 
w'as reduced to less than 6.5 manhours in 1986, an 
improvement of nearly 6% from 1985 and about 35% 
from 1982. 

A critical factor in our efforts to return to sustained 
profitability is to have all of our operations competi¬ 
tively staffed, and w'e have made progress in that 
direction. The substantial reduction over the past five 
years in the manhours required to produce a ton of 
steel was achieved bv a combination of improved oper¬ 
ating methods, staffing adjustments, capital spending 
and technological innovations. There are additional 
opportunities for improvements, and we are continu¬ 
ing to pursue them aggressively. 

Examples of increased steelmaking productivity 
can be seen in some of the production records set dur¬ 
ing the year at the Sparrow's Point plant. In March, 
the crews at “L” blast furnace set a furnace record by 
producing 10,100 tons of iron in a 24-hour period. In 
April, sintering plant employees produced 374,100 
tons of sinter for blast furnace use, topping their 
former monthly record by 10,000 tons. In October, 
the basic oxygen furnace shop produced 314,000 
tons of steel, 11,000 tons higher than their previous 
monthly record. 
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Energy Costs Continue Their 
Downward Trend. At each of our operations, there are 
extensive programs to reduce energy costs, which 
account for about 20% of total steel plant operating 
costs. Our goal is to stay abreast of technology in the 
energy field bv utilizing devices such as advanced 
heat recovery and combustion controls and variable 
frequency dr ives for electric motors. At Sparrows 
Point, a new computerized energy information system 
went into operation last fall to improve efficiency by 
monitoring and directing all the plant's energy usage 
from one central location. 

Since 1982, our energy consumption per ton of steel 
has been reduced by 12%. In addition, the purchase 
price of natural gas and electricity has been markedly 
reduced at many operations either through market 
pressure or the renegotiation of existing contracts. In 
some cases, we are reducing the cost of nat ural gas by 
buying it directly from producers at the wells, rather 
than from local utility companies. As a result, during 
1986. our natural gas rates were reduced by 21%, and 
a further 10% reduction is expected for 1987. 

Similar gains are also being made in-house by 
BethEnergy, which supplies bituminous coal to our 
steel plants for conversion into blast furnace coke. In 
1986, BethEnergy produced 11 million tons of coal, 
about 60% of which w r as shipped to our steel plants 
with the balance to the commercial market. Over the 
past five years, BethEnergy increased its productivity 
by 50% in terms of manhours per ton of coal shipped 
and has reduced its production costs by 28%. At 
BethEnergy Mine 33, employees not only improved 
their productivity by 30% since 1982, but also won a 
national safety award for w r orkingover 5.5 million 
manhours without a fatality or disabling injury 
during that time. 
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I^anaging Inventories More 
Effectively. We also have made very significant gains 
in managing inventories. We reduced the current cost 
of inventories at our ongoing operations in 1986 by 
over $100 million, following a $200 million reduction 
in 1985. Our inventory turnover improved to about 



















4.2 turns in 1986 from about 2.6 turns in 1982. To put 
it another way, we reduced the average inventory 
required to support a dollar of sales from 37 cents in 
1982 to 21 cents in 1986, thus freeing working capital 
for more productive uses. 


Improved Products Meet Customer 
Demand. Bethlehem’s wire rope made the news in 
1986 by being selected for replacing the hundreds 
of suspender cables supporting the roadway of the 
historic Brooklyn Bridge. The 500 tons of galvan¬ 
ized rope assemblies for the world-famous bridge 
will be supplied by our Wire Rope Division in 
Williamsport, Pa. 

Early in the year, the Burns Harbor plant was 
selected to be a supplier of sheet steel to the Marys¬ 
ville, Ohio automobile plant of Honda of America 
after a highly competitive 10-month selection pro¬ 
gram emphasizing quality and service. 

A versatile shallow r -arch sheet piling section for 
construction use, PSA23, was added by Shape and 
Rail Products to increase its line of high-performance 
sheet piling to seven sections. We are the only domes¬ 
tic producer of hot-rolled sheet piling and can now 
offer customers a complete line of piling grades and 
sizes. The quality of our sheet piling was demon¬ 
strated by an acceptance rate of 99.9% on a shipment 
of more than 14,500 pieces ofPZ27 sheet piling to a 
Louisiana contractor. 

The Sparrows Point plant received an initial order 
from Bath Iron Works for 2,130 tons of a new r “precise 
weight” steel plate for a new class of U.S. Navy 
destroyer. Use of the new plate saves 50 tons per ship, 
thus increasing the destroyer’s speed, handling and 
range. To produce this close-tolerance plate, the plant 
uses a combination of continuous caster slabs, uni¬ 
form heating, an isotope thickness gauge and experi¬ 
enced crews. The plant will also be rolling 15,000 tons 
of steel plate to be fabricated bv the Sparrows Point 
shipyard into sections of the underwater tunnel for 
Interstate 664 at Hampton Roads. Va. 

Seeking to reestablish itselfasa major supplier of 
ordnance, the BethForge Division has won contracts 
from the U.S. Department of Defense to produce 
120mm and 150mm gun tube forgings for U.S. and 
NATO heavy battle tanks. Historically, during both 
World Wars and the Korean and Vietnam wars, we 
have been a manufacturer ofequipment for America’s 
I armed forces. 
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Looking to the future, we and three other steel com¬ 
panies—Armco, Inland and Weirton—announced a 
cooperative agreement to develop a new direct sheet 
casting process. The new process involves casting 
sheet steel directly for use by a cold rolling mill, 
bypassing the intermediate hot rolling mill. We are 
also participating with USX in the U.S. Department 
of Energy’s th in-section casting project to determine 
potential improvements in energy and yield from the 
continuous casting of sheet and strip products. 


^Smployee Participation Produces 
Results. Our employees played a major role in 1986 in 
improving our quality and customer service and low¬ 
ering costs. Through employee involvement activi¬ 
ties, we continued to improve our operations and our 
products by better utilizing their ideas. Retaining 
dedicated, knowledgeable employees during difficult 
times is a major challenge, and Bethlehem is address¬ 
ing that challenge by providing a participative envi¬ 
ronment and opportunities for greater employee 
responsibility. 

The implementation of statistical process control 
and other quality programs continued, reaching more 
and more employees at various corporate locations, 
and our employees continued to increase their use of 
computers as a production and quality management 
tool. 


^Feams Correct Visual Delects. At 

Burns Harbor, our production workers kept quality 
in the forefront of plant operations by substantially 
reducing defects on the plant’s hot strip mill products. 
The problem—visual defects on coils. The solution—a 
participative effort among hourly and salaried 
employees to improve surface inspection procedures 
by developing a standard operating procedure for 
inspectors and establishing hot coil visual quality 
standards to define and describe defects. As a result of 
these efforts, the visual defect rate continued to drop 
during 1986 and resulted in customer compliments on 
the improved quality. 


^^uality Is Priority One. Affirmation 
that quality is Bethlehem’s first priority came at 
Sparrows Point through its Priority One, or P-1, pro¬ 
gram. The key to P-l’s success rests with ongoing 
quality teams of hourly and salaried employees who 
set standards for each unit from steelmaking through 
the final finishing mill. The P-1 procedures allow no 
deviation from standard and ensure that only top 
quality—P-1 quality—is produced. By incorporating 
established building blocks for quality steel through 
standard operating procedures and statistical process 
control, the Sparrows Point plant’s P-1 program has 
begun to result in significant improvement in cold- 
rolled sheet, coated sheet and tin plate quality. Posi¬ 
tive feedback from Sparrows Point customers and 
more orders for Galvalume and tin plate have been 
the measures of P-l’s success. 


IPartners lor Progress. Employee par¬ 
ticipation at the Bethlehem plant continued to flour¬ 
ish through its Partners for Progress program, the 
umbrella for numerous employee involvement activi¬ 
ties at Bethlehem’s Shape and Rail Products and 
BethForge Divisions. Designed to improve employee 
participation in many plant activities, Partners for 
Progress provides participants with instruction in 
problem identification, problem solving, group inter¬ 
action. statistical and quality concepts, presentation 
skills and employee involvement. More than 1,500 
hourly and salaried employees have been trained to 
contribute new ideas, individually and in groups, for 
lowering costs, improving quality and providing bet¬ 
ter customer service. Partners for Progress is success¬ 
fully meeting the challenge of reversing adversarial 
relationships and pi’oviding an employee involvement 
process that is key to the future of plant operations. 

^tarketing Quality Wire. The Bar, Rod 
and Wire Division at Johnstown established a task 
force to enhance the division’s wire products in the 
marketplace. Goals include increasing existing busi¬ 
ness, developing new products and responding more 
quickly to new business opportunities. As a result of 
this effort, more than 40 new wire customers have 
been added and wire sales have increased by 5091. 
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Financial Review and 
Operating Analysis 


General 

Bethlehem incurred a net loss of $153 million in 1986 com¬ 
pared to net losses of $196 million and $113 million in 1985 
and 1984. The 1986 loss was attributable primarily to 
depressed prices for steel and coal and losses in our Marine 
Construction Group. 

The results for 1986,1985 and 1984 include the following 
items: 


(dollars in millions) 

1986 

1985 

Estimated gain (loss) on discontinuing 



businesses and assets—net 

$ 20 

$ (75) 

LIFO inventory liquidation credits 

48 

44 

Extraordinary gain on the early retirement 



of debt 


_ 

Income from safe harbor leases 

— 

_ 


The net losses for 1986,1985 and 1984 do not reflect the 
potential tax benefits of net operating losses because 
generally accepted accounting principles preclude their 
recognition. 

Segment Results 

A general description of our segments and their products 
and services is contained under “Bethlehem’s Segments” on 
page 15. Certain unusual items have been included in our 
1986,1985 and 1984 segment data to conform with a recent 
Staff Accounting Bulletin of the Securities and Exchange 
Commission which requires “restructuring charges” to be 
presented as a component of income from operations. 

Basic Steel Operations . The Basic Steel Operations segment 
had losses from operations of $21 million, $101 million and 
$71 million during 1986,1985 and 1984. The results of this 
segment include the following items: 


idollars in millions) 

1986 

1985 

1984 

Estimated gain (loss) on discontinuing 
businesses and assets—net 

$ (13) 
43 

$ < 731 
28 

S 26 
44 

LIFO inventory liquidation credits 


Domestic steel consumption weakened across many of 
the markets for our steel products in 1986 and, in total, was 
down about 69C Domestic industry shipments declined 
about 4 r /( in 1986 to 70 million tons. This segment’s steel 
shipments were a little lower in 1986 than in 1985. Our 
shipments benefited modestly during the latter part of 
1986 because of a work stoppage at one of our principal 
competitors. 

Bethlehem’s raw steel production was 10.4 million net 
tons in both 1986 and 1985 and 12.2 million net tons in 1984. 
Utilization of production capability improved to 65 '/< in 
1986 from 5 99r in 1985 as a result of the reduction in Bethle¬ 
hem’s annual steelmaking capability from 17.6 to 16.0 mil¬ 
lion tons, effective January 1,1986, and was 68'/£ in 1984. 

Steel prices improved slightly during 1986 from the very 
low levels of the fourth quarter of 1985. Despite the 
improvement, average steel prices realized by Bethlehem 
during 1986 were below average prices realized in 1985. The 
resulting decline in revenues in 1986 was more than offset 
by cost reductions and productivity improvements at our 
steel plants. 

This segment’s 1986 results benefited from improved 
income at our Burns Harbor and Bethlehem plants and 
lower losses at our Bar, Rod and Wire Division. The results 
w'ere adversely affected bv higher losses at our Sparrows 
Point and Steelton plants. 

Despite slightly lower shipments in 1986 than in 1985 
and a blast furnace reline, operating results improved at 
our Burns Harbor plant. The improvements resulted from 
better overall product mix, continued cost reductions and 
productivity improvements. During the second half of 1986, 
Burns Harbor began realizing the benefits from its second 
continuous slab caster and from increased sales of electro- 
galvanized sheet steels. 

The Bethlehem plant also experienced improved operat¬ 
ing results in 1986 compared to 1985 as a result of increased 
prices for structural shapes, cost reductions and productiv¬ 
ity improvements. 

In 1986, the Sparrows Point plant continued to be ham¬ 
pered by relatively high costs and manhours per ton coup¬ 
led with lower shipments and prices compared to 1985. 
During the second half of the year, however, operating 
results showed some improvement as we started realizing 
the cost benefits from the new continuous slab caster and 
achieved yield and productivity improvements in other 
areas of the plant. 

The Steelton plant experienced substantial operating 
losses in 1986 primarily because of the extremely depressed 
rail market and a very low operating rate. There is little 
prospect for near-term significant improvement in the rail 
market. 
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Percentage of Bethlehem's Net Sales by 
Segment and Major Product 



1986 

1985 

1984 

Basic Steel Operations 




Steel mill products: 




Sheets, strip and tin mill products 

48.89* 

41.59* 

41.09* 

Structural shapes and piling 

10.1 

9.0 

8.2 

Bars, rods and semi-finished 

9.8 

8.2 

8.8 

Plates 

8.1 

7.9 

8.0 

Other steel mill products 

2.6 

3.1 

4.1 

Other products and services (including 




raw materials i 

8.5 

8.5 

7.4 


87.9<7 

78.29* 

77.59* 

Steel Related Operations 

6.89* 

10.49* 

13.49* 

Diversified Operations 

5.39* 

11.49* 

9.19* 


100.09* 

100.07, 

100.09* 


Percentage of Steel Mill Product Shipments by 
Principal Market 


<Based on tons shipped) 

1986 

1985 

1984 

Principal Market 




Service Centers, Processors and 




Converters 

38.19* 

34.99* 

31.39* 

Transportation (including Automotive) 

23.7 

23.7 

24.4 

Construction 

20.0 

22.6 

23.4 

Machinery 

5.5 

6.0 

6.4 

Other 

12.7 

12.8 

14.5 


100.09* 

100.09* 

6 

d 

o 


Includes shipments to Bethlehem’s serv ice center, manufacturing and 
fabricating operations. 


Raw Material Consumption Provided by 
Bethlehem and Affiliates 


Percent 

1986 

1985 

1984 

Iron Ore 

759* 

619* 

829* 

Coal 

92 

89 

85 

Limestone 

100 

100 

98 


The Bar, Rod and Wire Division had reduced operating 
losses in 1986 compared to 1985 as a result of higher ship¬ 
ments, continued cost reductions, and productivity and 
product quality improvements. However, the competition in 
its markets continues to be severe. 

Our coal operations had increased losses from operations 
in 1986 compared to 1985. The 1986 loss resulted primarily 
from lower prices caused by reduced demand associated 
with the decrease in oil prices. We produced a total of 11.0 
million tons of coal at all operations during 1086 compared 
to 10.9 million tons in 1985 and 10.8 million tons in 1984. 

Trade sales of bituminous coal were 4.5 million tons in 
1986 compared to a record 4.7 million tons in 1985 and 3.7 
million tons in 1984. During 1986, we announced our inten¬ 
tion to sell our eastern Kentucky coal properties, which 
include an estimated 174 million tons of bituminous coal 
reserves. 

Trade sales of bituminous coal include shipments of low- 
sulfur steam coal from our High Power Mountain site in 
West Virginia of 1.1 million tons in 1986 and .3 million tons 
during the fourth quarter of 1985, when shipments com¬ 
menced. During 1986, we announced our intention to sell 
our High Power Mountain complex and certain other low- 
sulfur steam coal reserves in West Virginia. 

During the second quarter of 1986, Bethlehem and 
another steel company completed an exchange of equity 
interests in certain iron ore mining companies. As a result 
of the exchange, we reduced our annual iron ore purchase 
obligations by 1 million tons to better match our future ore 
needs. The revised ownership should contribute to cost 
reductions and improve our flexibility for ore purchases. 

Our affiliated ore operations continued to produce at 
reduced levels in 1986 due to low levels of steel demand and 
planned reductions in iron ore inventories. Our share of 
production of these operations was 8.0 million tons in 1986 
compared to 8.7 million tons in 1985 and 9.3 million tons in 
1984. Depressed prices and relatively high fixed costs also 
continued to hamper the results of these operations in 1986 
and 1985. 
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Steel Related Operations . The Steel Related Operations 
segment had a loss from operations of $63 million in 1986 
compared to income from operations of $8 million and $3 
million in 1985 and 1984. Results for 1986 include a $15 
million charge for the estimated loss on certain oil field 
equipment. Results for 1985 included a $15 million charge 
for the estimated loss on the sale of certain nonstrategic 
assets. 

The Marine Construction Group incurred substantial 
losses during 1986 compared to significant profits in 1985 
when work was being completed and profits were being 
recognized on our contract for the U.S. Navy’s maritime 
prepositioning ship program. During 1986, we commenced 
work on a $130 million contract to build two oceanographic 
survey ships for the Navy at the Sparrows Point yard with 
completion scheduled for 1988. The markets for this Group’s 
products, particularly offshore drill rigs, remains depressed 
with little prospect for near-term improvement. 

Our Manufactured Products Group experienced a loss 
from operations in 1986 as a result of continued low levels of 
demand for wire rope, forgings, castings, and railroad cars 
and parts. The 1986 operating losses w'ere less than in 1985 
due to exclusion from 1986 results of losses at operations 
discontinued during 1985. 

Diversified Operations . All businesses of the Diversified 
Operations segment were sold or discontinued during 1986. 
The financial results of these businesses are included in 
this segment’s 1986 results through the date of their sale or 
discontinuance. This segment had income from operations 
of$51 million in 1986, including a net gain of $48 million 
from the sale and discontinuance of businesses. Income 
from operations was $25 million and $30 million in 1985 
and 1984. 


Imports 

While 1986 imports of steel mill products, excluding semi¬ 
finished steel, declined for the second consecutive year to 
18.6 million tons, or an estimated 21.5 % of domestic con¬ 
sumption, they still remained well above the levels experi¬ 
enced prior to 1984. In the first full year in which the 
current Voluntary Restraint Agreements have been in 
place under the President’s Steel Program, steel imports 
were three percentage points, or about 2.6 million tons, over 
the 18.59; target established by the Program. 

Undermining the President’s Program was the rapid 
growth of steel imports from countries not covered by the 
Program. These countries supplied over 259f of imports in 
1986 compared to 199; in 1985. with Canada’s share alone 
growing to 169; from 139U 

In addition, pricing of steel imports from countries such 
as Japan and leading European suppliers failed to reflect 
the sharp increases in their home currencies compared to 
the U.S. dollar. As a result, the quantity of and margin on 
steel imports sold in the United States market, most often 
at unfairly traded prices, increased greatly in 1986 result¬ 
ing in continued adverse pressure on domestic steel prices. 

Liquidity and Financial Resources 

We received $386 million from the sale of businesses and 
assets in 1986. Assets sold included Kusan, Inc., 'full Indus¬ 
tries, the Buffalo Tank and Fabricated Reinforcing Bar 
Divisions, Lane Metal Products, our 409; interest in Met- 
Mex Penoles, a portion of our Homer Research Laboratories 
and Bethlehem International EngineeringCorporation. 

We expect to raise more than $100 million from asset sales 
in 1987. 

Primarily as a result of our asset sales in 1986, our cash 
and marketable securities position increased to $463 mil¬ 
lion at December 31,1986 compared to $99 million at 
December 31,1985. We expect to maintain an adequate 
level of liquidity through 1987. 

We also realized $65 million in 1986 from planned inven¬ 
tory reductions compared to $174 million in 1985. Cash flow' 
from operations was $149 million in 1986 compared to $166 
million in 1985. 

Our accrued unfunded pension expense increased from 
$235 million at the end of1985 to $377 million at the end of 
1986. This increase occurred even though we paid $65 mil¬ 
lion to our pension trust fund in accordance with the fund¬ 
ing requirements of the Employee Retirement Income 
Security Act. The currently estimated minimum we are 
required to contribute to our pension trust fund by Septem¬ 
ber 15,1987 is approximately $150 million. 
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Common Stock 

Market and Dividend Information 




1986 



1985 



Sales Prices* 

Divi¬ 

Sales Prices* 

Divi¬ 


High 

Low 

dends 

Paid 

High 

Low 

dends 

Paid 

January- 

March 

$22.00 

$14.75 


$21,125 

$15,625 

$ 0.10 

April - 
June 

20.75 

14.125 


18.25 

15.625 

0.10 

July- 

September 

14.625 

6.375 


18.875 

15.75 

0.10 

October- 

December 

7.875 

4.625 

_ 

17.25 

12.50 

_ 




— 



$ 0.30 


The principal market for Bethlehem Common Stock is the New York 
Stock Exchange. Bethlehem Common Stock is also listed on the Midwest 
Stock Exchange. The high and low sales prices of the Common Stock as 
reported in the consolidated transaction reporting system are shown. 
The trading symbol for Bet hlehem Common Stock is BS. 


In connection with certain insurance and bonding 
requirements and the financing for the new continuous 
casters at our Burns Harbor and Sparrow's Point plants, 
restricted cash and securities of $155 million were placed on 
deposit in 1986. We expect to have additional requirements 
of less than $100 million for 1987. 

At December 31,1986, our total debt as a percent of 
invested capital was 679r compared to 63 r i at December 31. 
1985. 

At December 31,1986, borrowings under our two revolv¬ 
ing credit agreements were $360 million compared to $285 
million at December 31,1985. The total amount which can 
be borrowed under those agreements currently is $360 mil¬ 
lion and will be reduced by $60 million on each March 1 
through 1988 and on each December 1 through 1990. One of 
our revolving credit agreements contains a restrictive cove¬ 
nant which requires us to maintain a minimum tangible 
net worth. At December 31.1986, Bethlehem’s tangible net 
worth exceeded this requirement by approximately $105 
million. The total amount of credit available under Bethle¬ 
hem’s accounts receivable supported programs is $200 mil¬ 
lion, of which $88 million was in use at December 31,1986 
compared to $100 million at December 31,1985. One of 
these programs, with an available credit limit of $100 mil¬ 
lion, will expire on .June 1.1987. 

Dividends 

In order to preserve maximum cash liquidity for use in 
Bethlehem’s business and operations, dividends for the 
third and fourth quarters of 1986 were omitted on Bethle¬ 
hem’s $5.00 Cumulative Convertible Preferred Stock and 
$2.50 Cumulative Convertible Preferred Stock. All quar¬ 
terly dividends on Bethlehem's Common Stock were omit¬ 
ted during 1986. 

The dividends omitted on the $5.00 Cumulative Convert¬ 
ible Preferred Stock and the $2.50 Cumulative Convertible 
Preferred Stock are cumulative. Until any omitted divi¬ 
dends on these two series of Preferred Stock have been 
declared and paid in full, Bethlehem may not purchase or 
redeem Preferred Stock or Preference Stock of any series. 
Also Bethlehem may not pay any dividends on or purchase 
Bethlehem Common Stock or Preference Stock until any 
omitted Preferred Stock dividends have been declared and 
paid in full. 

If dividends on either series of Preferred Stock are six 
quarterly dividends in arrears, the holders of shares of Pre¬ 
ferred Stock of both series, voting as a class without regard 
to differences in the terms of such series, will be entitled to 
elect two members of Bethlehem’s Board of Directors until 
all dividends in arrears on Preferred Stock of each series 
have been paid in full. 
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Capital Expenditures 

Capital expenditures were $228 million in 1986, $774 mil¬ 
lion in 1985 (including caster project expenditures) and 
$309 million in 1984. No major new capital expenditures 
were authorized in 1986. At December 31,1986. the esti¬ 
mated cost of completing authorized capital expenditures 
was $179 million compared to $245 million at December 31, 
1985 and $492 million at December 31,1984. Capital 
expenditures in 1987 are expected to be about $175 million. 

The new 2.9 million ton per year continuous slab caster 
at the Sparrows Point plant commenced production in Jan¬ 
uary of 1986 and Burns Harbor’s second slab caster started 
production in April. Both casters were producing at annual 
rates in excess of 2 million tons by the end of the year. Other 
capital expenditure projects completed during 1986 include 
a modernization of certain sheet and tin operations at Spar¬ 
rows Point, and the reline of a blast furnace and installa¬ 
tion of a desulfurization station at Burns Harbor. Progress 
was also made in 1986 on the modernization of the 48-inch 
large structural mill at the Bethlehem plant, which is 
scheduled to be completed by midyear 1987. 

Bethlehem is also participating in a joint venture with 
Inland Steel and Pre Finish Metals, Inc. for the operation 
of a 400,000 ton per year electrogalvanizing line in 
Walbridge, Ohio. Construction of the facility was completed 
in April and shipments to customers began in May. 


Employment Cost Summary—All Employees 


idollars in millions, except per employee 
anil per hour data i 

Salaries and Wages 
Employee Benefits 
(lncl. Retirees i: 

Pensions 

Medical and insurance 
Payroll taxes 
Workers' compensation 
Retirement and welfare funds 
(multiemployer i 
Supplemental unemployment, 
savings plan and other 
benefits 

Total Employee Benefit Costs 
Total Employment Costs 

Employment Costs as % of Net 
Sales 

Average Number of Employees 

Average Cost per Employee: 
Salaries and Wages 
Benefits (lncl. Retirees) 

Total 

Average Cost Per Hour: 

Salaries and Wages 
Benefitsilncl. Retirees) 


1986 

1985 

1984 

$ 1,188.5 

$ 1,345.9 

$ 1,499.3 

192.2 

197.8 

253.9 

176.1 

136.7 

174.4 

115.5 

129.9 

144.5 

37.4 

45.1 

39.2 

22.1 

23.6 

22.0 

31.6 

21.0 

36.6 

574.9 

554.1 

670.6 

$ 1,763.4 

$ 1,900.0 

$ 2,169.9 

40.7'/, 

37.1'/, 

40.2'/ 

37,500 

44,500 

51,400 

$ 31,693 

$ 30,245 

$ 29,169 

15,331 

12,452 

13,047 

$ 47,024 

$ 42,697 

$ 42,216 

$ 16.31 

$ 15.87 

$ 15.33 

7.79 

6.35 

6.69 

$ 24.10 

$ 22.22 

$ 22.02 


Total 











































Employment Costs 

Bethlehem made further progress in 1986 in reducing and 
controlling employment costs. Bethlehem reached a new 
37-month agreement with the United Steelworkers of 
America (USWA) which took effect on July 1 and will 
extend through July 31,1989. The major employment cost 
features of the agreement include an immediate wage 
reduction of approximately 8 ''/< for each job classification, 
reductions in Sunday premium, suspension of the cost-of- 
living allowance, elimination of three paid holidays, a new 
method of calculating vacation pay and a number of cost 
containment features included in the program of insurance 
benefits. 

Under the new agreement, Bethlehem's employment 
costs for most USWA-represented employees have been 
reduced by $2.35 per hour. Wage and benefit reductions 
account for $1.96 per hour with the additional reductions 
coming from tax and insurance cost containment savings. 
The $1.96 reduction will be returned to employees through 
an employee investment program pursuant to which Beth¬ 
lehem has agreed to reimburse employees in cash from an 
annual profit sharing pool equal to 1091 of the first $100 
million of Bethlehem’s pre-tax income and 2091 of pre-tax 
income in excess of $100 million. If profits are insufficient to 
fully reimburse employees, they will receive the difference 
in shares of a new series of Bethlehem Preference Stock 
with a stated value of $32 per share. Each share of Prefer¬ 
ence Stock will be convertible into one share of Bethlehem 
Common Stock. 

Bethlehem is also continuing to negot iate with the 
USWA at the local plant level regarding improvements in 
productivity through force level restructuring and changes 
in work practices. An agreement was reached with the 
USWA local unions at our Bethlehem plant which provides 
for significant job eliminations. 

Further reductions in salaried employment costs were 
also made in 1986. Excluding reductions in employees 
through sales of businesses, we reduced our salaried work 
force bv approximately 1091 in 1986 for a total of 63# since 
the end of 1981. 

Bethlehem's Segments 

For financial reporting purposes, we disaggregate the 
results of our operations and certain other financial infor¬ 
mation into three segments: Basic Steel Operations, Steel 
Related Operations and Diversified Operations. The opera¬ 
tions of our Diversified Operations segment were sold or 
discontinued during 1986. Financial information with 
respect to these segments is included in Note B to the Con¬ 
solidated Financial Statements. 


Products and services of the Basic Steel Operations seg¬ 
ment include a wide variety of steel mill products described 
in the table on page 11; raw materials, such as iron ore. coal 
and limestone, which are used in our own steelmaking oper¬ 
ations and sold to trade customers; and railroad and lake 
shipping operations. 

The Steel Related Operations segment manufactures 
and fabricates various steel products for the construction, 
machinery, transportation and utility industries. Products 
include railroad cars and parts, forgings and castings, and 
wire rope products. The Marine Construction Group, which 
is also part of Steel Related Operations, builds and repairs 
marine drilling and production equipment for the oil and 
gas industry; constructs, converts and services marine ves¬ 
sels for the marine industry and the United States Govern¬ 
ment; and manufactures industrial products. 

The products and services of the Basic Steel Operations 
and Steel Related Operations segments are distributed 
through our own sales organizations, which have sales 
offices and wire rope service centers at various locations in 
the United States. 

The Diversified Operations segment included Kusan, 

Inc. and Tull Industries. All of the operations of this seg¬ 
ment were sold or discontinued during 1986. Kusan, Inc. 
sold custom-molded plastic industrial products; building 
products such as vinyl siding, shutters, wood-framed win¬ 
dows and doors; fiber glass pipe, and toys. Tull Industries 
distributed and processed a complete line of carbon and 
stainless steel, aluminum, copper, brass and other specialty 
metals from service centers located throughout the south¬ 
eastern United States and Texas. Tull also manufactured a 
variety of metal products such as welded steel tubing, roll- 
formed shapes, specialty automotive exhaust systems, and 
ventilation products for the building industry. 
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Consolidated Statements of Income 


Year ended December d 1 


( dollars in millions, except per share data) 

1986 

1985 

1984 

Net Sales 

$ 4.332.9 

$ 5,117.7 

$ 5,392.1 

Costs and Expenses: 

Cost of sales 

Depreciation (Note A) 

Selling, administrative and general expense 

Estimated i gain) loss on discontinuing businesses and assets—net < Note C) 

3,913.1 

295.8 

180.3 

(20.0) 

4,577.7 

282.7 

252.1 

75.0 

4,855.1 

282.6 

332.2 

(30.0) 

Total Costs and Expenses 

4,369.2 

5,187.5 

5,439.9 

Loss From Operations 

(36.3) 

(69.8) 

(47.8) 

Other Income (Expense): 

Interest and other income—net 

Interest and other debt charges 

21.9 

(125.8) 

15.6 

(106.4) 

53.8 

(111.7) 

Loss Before Income Ifexes and Extraordinary Gain 

(140.2) 

(160.6) 

(105.7) 

Provision for Income Icixes (Note D)__ 

(12.5) 

(35.4) 

i26.0i 

Loss Before Extraordinary Gain [$(3.37), $(4.37), $(3.32) per share] 

(152.7) 

(196.0) 

(131.7) 

Extraordinary Gain on Early Extinguishment of Debt ($.41 per share) (Note E) 

— 

— 

19.2 

Net Loss 

(152.7) 

(196.0) 

(112.5) 

Preferred Dividend Requirements 

(22.5) 

(22.5) 

(22.5) 

Net Loss Applicable to Common Stock [$(3.37), $(4.37), $(2.91) per share] (Note A) 

$ (175.2) 

$ (218.5) 

$ (135.0) 


The accompanying Notes are an integral part of the Consolidated Financial Statements. 
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Consolidated Balance Sheets 


(dollars in millions > 


Assets 

Current Assets: 

Cash and marketable securities_ 

Receivables, less allowances of $18.5 and $20.0 (Note Gl 

Inventories (Note A)_ 

Other current assets_ 

Total Current Assets 
Investments (Note A) 

Property, Plant and Equipment, less accumulated depreciation of 
$4,362.6 and $4,484.3 (Note A»_ 

Miscellaneous Assets 

Total Assets 

Liabilities and Stockholders' Equity 

Current Liabilities: 

Accounts payable_ 

Accrued employment costs i Note A i_ 

Accrued taxes (Note D)_ 

Debt and capital lease obligations (Notes E and F>_ 

Other current liabilities_ 

Total Current Liabilities 

Accrued Costs for Discontinued Facilities (Note C) 

Long-term Debt (Note E) 

Capital Lease Obligations (Note F) 

Other Long-term Liabilities (Notes A and D) 

Stockholders' Equity (Notes I and I): 

Preferred Stock— 

Authorized 20,000,000 shares; issued and outstanding: 

$5.00 Cumulative Convertible Preferred Stock, at 

$50.00 stated value, 2,500,000 shares_ 

$2.50 Cumulative Convertible Preferred Stock, at 

$25.00 stated value, 4.000,000 shares_ 

Common Stock—$8 par value: Authorized 150.000.000 shares; 

Issued 54,079,992 and 53,981,912 shares_ 

1 leld in treasury, l ,999,821 and 2,001,230 shares at cost_ 

Additional Paid-in Capital_ 

Retained Earnings i Deficit)_ 

Total Stockholders' Equity 

Total Liabilities and Stockholders' Equity 


The accompanying Notes are an integral part of the Consolidated Financial Statements. 





































































Consolidated Statements of Changes in 
Financial Position 


Year ended December 31 


(dollars in millions) 

1986 

1985 

1984 

Funds Provided By (Used For) 




Operations: 




Loss before extraordinary gain 

$ (152.7) 

$ (196.0) 

$ (131.7) 

Non-cash charges (credits) to income— 




Estimated (gain) loss on discontinuing businesses and assets—net < Note C) 

(20.0) 

75.0 

(30.0) 

Depreciation 

295.8 

282.7 

282.6 

Other—net 

26.2 

4.3 

7.6 

Total 

I49.:i 

166.0 

128.5 

Dividends Paid 

(11.2) 

(37.0) 

(50.4) 

Working Capital Excluding Financing Activities, Accrued Costs for 




Discontinued Facilities and Pensions: 




Accounts receivable 

9.7 

(14.7) 

126.3 

Inventories 

64.8 

173.8 

(88.1) 

Accounts payable 

(13.3) 

(38.8) 

46.6 

Accrued employment costs 

(1.1) 

(14.1) 

(13.2) 

Accrued taxes 

11.0 

24.7 

24.2 

Other—net 

(35.9) 

(39.4) 

(4.4) 

Total 

35.2 

91.5 

91.4 

Capital Expenditures 

(184.71 

(322.2) 

(309.0) 

Caster Project Expenditures (Note F) 

(43.1) 

(451.8) 

— 

Collateral Investments (Note A) 

(154.8) 

— 

— 

Acquisition of 'Hill Industries (Note H) 

— 

(124.2) 

— 

Accrued Pension Expense (Note A) 

143.fi 

114.5 

(1 l.Oi 

Other — net 

5.0 

31.4 

21.0 

Net Funds Used Before Financing Activities 

(60.7) 

(531.8) 

(129.5) 

Financing Activities: 




Sales of businesses and assets 

300.6 

73.fi 

27.8 

Accrued costs for discontinued facilities 




Proceeds from sales of businesses and assets 

85.8 

30.7 

16.5 

Payments/other charges and credits—net 

<84.41 

(67.9) 

(119.8) 

Revolving credit—net 

92.0 

(90.0) 

156.0 

Long-term debt—borrowings 

12.6 

40.0 

78.3 

—payments 

(8.4) 

(8.7) 

(111.3) 

Capital lease obligations—borrowings 

65.5 

451.8 

10.3 

—payments 

(40.8) 

(3.0) 

(1.9) 

Proceeds from issuing Common Stock—net (Note J) 

1.6 

87.3 

6.8 

Debt acquired in Tull Industries acquisition < Note Hi 

— 

31.fi 

— 

Extraordinary gain on early extinguishment of debt (Note E) 

— 

— 

19.2 

Total 

424.5 

545.4 

81.9 

Increase (Decrease) in Cash and Marketable Securities 

363.8 

13.6* 

(47.6) 

Cash and Marketable Securities — Beginning of Period 

99.3 

85.7 

133.3 

— End of Period 

$ 463 1 

$ 99.3 

$ 85.7 


Includes $3.4 million from the acquisition of Tull Industries (Note H). 


The accompanying Notes are an integral part of the Consolidated Financial Statements. 


























































































Notes to Consolidated Financial Statements 


A. Accounting Policies 

Principles of Consolidation —The consolidated financial 
statements include the accounts of Bethlehem Steel Corpo¬ 
ration and all significant majority-owned subsidiaries and 
joint ventures. 

Investments in associated enterprises accounted for by 
the equity method, primarily interests in mining opera¬ 
tions that provide a portion of Bethlehem’s raw material 
requirements, were $59.6 million at December 31.1986 and 
$94.0 million at December 31,1985. All other investments 
at cost, principally collateral investments (restricted cash 
and securities on deposit > in connection with the financing 
for the continuous casters and certain bonding require¬ 
ments, were $156.7 million and $3.4 million at December 
31,1986 and 1985. 

Inventories —Inventories are valued at the lower of cost 
(principally LIFO) or market. Contract work in progress is 
valued at cost less billings. Estimated losses are recognized 
when first apparent and partial profits are based on per¬ 
centage of completion. 

Inventory values are: 


December 31 


(dollars in millionsl 

1986 

1985 

LIFO 

$ 218.1 

$ 382.3 

FIFO 

67.3 

77.4 

Contract work in progress less billings 


rendered of $42.2 and $46 9 

46.1 

21.5 

Total inventories 

$ 331.5 

$ 481.2 


Our inventories valued at current cost are: 


December 31 


(dollars m millions) 

1986 

1985 

Raw materials and supplies 

Finished and semi-finished products 

Contract work in progress less billings rendered_ 

Total at current cost 

Less excess of current cost over LIFO values 

$ 333.7 
483.9 
51.9 

$ 356.1 
683.1 
26.2 

869.5 

538.0 

1.065.4 

584.2 

Total inventories 

$ 331.5 

$ 481.2 


Certain LIFO inventory quantities have been reduced 
resulting in charges to cost of sales at lower costs prevailing 
in prior years compared to current year costs. These liqui¬ 
dations reduced cost of sales by $47.6 million, $44.2 million 
and $48.1 million in 1986,1985 and 1984. 


Property, Plant and Equipment —Property, plant and 
equipment is stated at cost. Maintenance, repairs and 
renewals which neither materially add to the value of the 
property nor appreciably prolong its life are charged to 
expense. Gains or losses on dispositions of property, plant 
and equipment are recognized in income. Interest is capital¬ 
ized on significant construction projects. Interest costs capi¬ 
talized on construction projects were $6.1 million. $9.0 
million and $4.5 million in 1986,1985 and 1984. 


December 31 


(dollars in millions/ 


Class of Properties 

Basic Steel Operations_ 

Steel Related Operations_ 

Diversified Operations_ 

Corporate_ 

Total_ 


1986 1985 


1986 1985 


Cost 


Net of Accumulated 
Depreciation 


$6,875.2 

467.5 

227.5 
$7,570.2 


$7,015.4 

499.2 

183.8 

265.9 

$7,964.3 


$2,946.5 

165.1 

96.0 

$3,207.6 


$3,073.1 

169.0 

121 . 

116. 


$3,480.0 


Depreciation —Depreciation, which includes amortiza¬ 
tion of assets under capital leases, is based upon the esti¬ 
mated useful lives of each asset group, which for most steel 
producing assets is 18 years. Steel and most raw materials 
producing assets are depreciated on a straight-line basis 
adjusted by an activity factor. This factor is based on the 
ratio of production and shipments for the current year to 
the average production and shipments for the five preced¬ 
ing years at each operating location. Annual depreciation 
after adjustment for this activity factor is not less than 75% 
nor more than 125% of straight-line depreciat ion. Deprecia¬ 
tion after adjustment for this activity factor w r as $9.7 mil¬ 
lion less than straight-line in 1986, $29.6 million less in 
1985 and $22.2 million less in 1984. Through December 31, 
1986, $151.9 million less accumulated depreciation has 
been recorded under this method than would have been 
recorded under straight-line depreciation. 

The cost of blastfurnace linings is depreciated on a unit- 
of-production basis. All other assets are depreciated on a 
straight-line basis. 

Postretirement Benefit Plans —There are a number of 
noncontributory defined benefit pension plans, w r hich pro¬ 
vide benefits for substantially all our employees. Effective 
January 1,1986, we established a defined contribution pen¬ 
sion plan for our salaried employees. Accrued benefits prior 
to January 1,1986 under the defined benefit pension plan 
were “frozen.” 
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In calculating annual pension expense for these defined 
benefit plans, we use principally an entry age normal actu¬ 
arial cost method with frozen unfunded prior service costs. 
These costs are amortized over periods of not more than 
30 years. During 1986, we changed our method of calculat¬ 
ing the actuarially required contribution to the trust fund. 
This will reduce our required contribution for 1986 by $60 
million. Our actuaries have discussed this change with the 
staff of the Internal Revenue Service and have filed an 
application for approval of the change. 

Total pension expense was $192.2 million in 1986, $197.8 
million in 1985 and $253.9 million in 1984. Contributions to 
the trust funds are in accordance with legal funding 
requirements. The decrease in the 1985 expense results 
primarily from implementing the defined contribution plan 
for our salaried employees. The actuarial assumptions used 
for 1985 assumed no future salary increases beyond 1985 for 
the employees whose accrued benefits were frozen as of 
January 1,1986. Also, the assumed rate of return used to 
discount these frozen benefits to their present value was 
increased from 8% to 9 a /i. 

Actuarial assumptions used for our defined benefit plans 
include a provision for future wage increases for employees 
whose benefits were not frozen consistent with experience 
and the expected future earning rate of the trust fund. 
Turnover, retirement and mortality rates are also consist¬ 
ent with experience. We believe that these assumptions are 
reasonable in the aggregate. They are reviewed periodically 
by our independent actuaries. 

Pension benefit data for our defined benefit plans are: 

December 31 


(dollars in mi11ions) 

1986 

1985 

1984 

Accumulated Plan Benefits:* 

Vested 

Non-vested 

$3,490.9 

112.7 

$3,479.5 

106.7 

$3,347.7 

112.3 

Pension trust fund assets available 
for benefits at market value 

Accrued unfunded expense 

Pension portion of accrued costs 
for discontinued facilities < Note C i_ 

$3,603.6 

$3,586.2 

$3,460.0 

$2,279.6 

376.9 

719.4 

$2,344.0 

235.0 

751.0 

$2,314.8 

121.0 

738.3 

$3,375.9 

$3,330.0 

$3,174.1 


*The rate used to discount the actuarial present value of accumulated 
benefits is 10%, except for selected projected pension benefits whose 
stream of payments matches a $1.3 billion fixed income portfolios matu¬ 
rities and interest. The rate used for those amounts is 14.25%. 


At December 31,1986, our accrued unfunded pension 
expense was $376.9 million, of which $226.9 million is 
included in Other Long-term Liabilities representing the 
amount which we do not presently expect to fund in 1987. 


We are required to adopt the first phase of Statement of 
Financial Accounting Standards No. 87 in 1987. We cur¬ 
rently estimate these changes may increase our 1987 pen¬ 
sion expense $35-$40 million. 

During 1986, the Corporation purchased an annuity to 
fund retirement benefitsdue 822 retired employees or their 
survivors which were not funded under the qualified pen¬ 
sion plan. 

We also make payments to multiemployer plans under 
provisions of various labor contracts. Those payments 
amounted to $16.2 million in 1986, $17.5 million in 1985 and 
$16.9 million in 1984. Our share of the unfunded with¬ 
drawal liability related to multiemployer pension plans is 
not material. 

In addition to providing pension benefits, we currently 
provide certain health care and life insurance benefits for 
most retired employees. Health care benefits are provided 
through various insurance carriers whose premiums are 
based on claims incurred during the year. The expense of 
providing these benefits was $60.4 million, $25.9 million 
and $39.6 million for retirees during 1986,1985 and 1984. 

In addition, we paid $15.3 million, $14.7 million and $16.4 
million for such benefits which was charged to the accrued 
liability for discontinued facilities. The estimated cost of 
postretirement life insurance is accrued over the working 
lives of those employees expected to qualify for such bene¬ 
fits. The costs are funded annually and were $6.2 million, 
$1.9 million and $6.5 million in 1986.1985 and 1984. Trust 
fund assets are sufficient to cover the actuarial present 
value of life insurance benefits for substantially all current 
retirees. 

We are also required, under various union contracts, to 
make payments to multiemployer health and welfare plans 
to cover health and death benefits for certain active and 
retired employees. These payments amounted to $6.0 mil¬ 
lion, $6.1 million and $5.1 million in 1986,1985 and 1984. 

Reclassification —In December 1986, the staff of the 
Securities and Exchange Commission issued Staff Account¬ 
ing Bulletin No. 67, which requires “restructuring charges” 
to be presented as a component of income from operations in 
the Consolidat ed Statements of Income. Accordingly, we 
have reclassified certain amounts in our 1986,1985 and 1984 
consolidated financial statements and segment data to 
conform with this pronouncement. In addition, certain 
amounts at December 31.1985 have been reclassified to 
conform with subsequent changes in presentation. 

Net Loss Applicable to Common Stock —In accordance 
with Staff Accounting Bulletin No. 64 of the Securities and 
Exchange Commission, we have reported the net loss appli¬ 
cable to common stock on the Consolidated Statements of 
Income. This presentation is required even though divi¬ 
dends on our preferred stock were omitted for the last t wo 
quarters in 1986. 






























B. Industry Segment Information 


idollars in millions) 

1986 

1985 

1984 

Sales: 

Trade: 




Basic Steel Operations 

$3,810.4 

$4,000.8 

$4,178.8 

Steel Related Operations_ 

294.2 

534.8 

722.7 

Diversified ( )perations 

228.3 

582.1 

490.6 

Intersegment: 




Basic Steel ( )perations 

72.7 

87.8 

129.1 

Steel Related Operations 

76.8 

92.0 

124.0 

Diversified Operations 

.1 

.5 

— 

Eliminations 

(149.6) 

(180.31 

(253.1) 

Total 

$4,332.9 

$5,117.7 

$5,392.1 

Estimated Gain (Loss) on 
Discontinuing Businesses 
and Assets—net: 




Basic Steel Operations 

$ • 13.01 

$ ( 72.51 

$ 26.1 

Steel Related Operations 

(15.0) 

(14.9i 

— 

Diversified Operations 

47.6 

1.4 

— 

Corporate 

.4 

11.0 

3.9 

Total 

S 20.0 

$ 1 75.0i 

$ 30.0 

Income (Loss) from Operations: 




Basic Steel Operations 

$ (21.3) 

S (101.4) 

$ «71.2) 

Steel Related Operations 

(62.7) 

8.1 

3.0 

Diversified Operations 

51.4 

25.4 

30.0 

Corporate and Eliminations_ 

(3.7) 

(1.9» 

9 6) 

Total 

$ (36.3) 

$ «69.8» 

S 147.8) 

Identifiable Assets: 




Basic Steel ( )perat ions 

$3,638.4 

$3,975.1 

$3,631.9 

Steel Related Operations 

289.7 

234.9 

295.4 

Di vers i fied Opera t ions 

— 

344.1 

226.2 

Corporate 

732 8 

188.5 

230.3 

Tbtal 

$4,660.9 

$4,742.6 

$4,383.8 

Depreciation: 




Basic Steel Operations 

$ 270.7 

$ 249.9 

$ 254.6 

Steel Related Operations 

19.1 

20.9 

19.0 

Diversified Operations 

6.0 

11.9 

9.0 

Total 

1 $ 2958 

$ 282.7 

$ 282.6 

Capital Expenditures: 




Basic Steel Operations 

$ 209.7 

$ 711.0 

$ 263.8 

Steel Related Operations 

6.3 

13.3 

11.2 

Diversified Operations 

9.6 

33.3 

26.0 

Corporate 

2.2 

16.4 

8.0 

Total 

$ 227.8 

$ 774.0* 

$ 309.0 


•Excludes the acquisition of Tull Industries. 


A general description of our segments and their products 
and services is contained in Financial Review and Operat¬ 
ing Analysis under the heading “Bethlehem’s Segments 
on page 15 of this Report. 

Intersegment sales are generally at market prices. Cor¬ 
porate assets consist primarily of cash, marketable securi¬ 
ties and investments. 

All the businesses in the Diversified Operations segment 
were sold or discontinued during 1986. 

C. Estimated Gain (Loss) on Discontinuing 
Businesses and Assets 

During 1986.1985 and 1984 we discontinued certain facili¬ 
ties and sold certain businesses result ing in a net pre-tax 
gain of $20.0 million in 1986, a loss of $75.0 million in 1985 
and a gain of $30.0 million in 1984. In 1986 we sold three 
subsidiaries. Kusan Inc., Tull Industries and Bethlehem 
International Engineering Corporation; our 40% interest 
in Met-Mex Penoles. a zinc and lead refinery in Mexico; a 
portion of our Homer Research Laboratories, and certain 
other assets for a net gain of $101.6 million. We realized 
cash proceeds of $300.6 million from these transactions. We 
also recorded a charge of $81.6 million which primarily rep¬ 
resents estimated losses relating to certain oil field equip¬ 
ment and operations, coal operations and steel plant 
equipment. In 1985 we recorded a loss of $100.0 million 
principally for anticipated losses on disposing of certain 
nonstrategic businesses and assets. We also realized a net 
gain of $25.0 million from the sale of certain other assets in 
1985. In 1984, we sold certain assets, principally steel plant 
equipment, fora net gain of $30.0 million. In 1982 and 1977, 
we recorded pre-tax charges of $1,050 million and $750 mil¬ 
lion for discontinuing certain facilities. 

During 1986 and 1985, we charged $84.4 million and 
$67.9 million of net payments, principally for employee 
benefits, to the accrued liability recorded for disposing of 
these facilities. We also credited the liability for proceeds of 
$85.8 million and $30.7 million from the sale of certain 
related assets in 1986 and 1985. The current portion of this 
accrued liability, included in Other Current Liabilities, was 
$49.7 million and $56.8 million at December 31,1986 and 
1985. Substantially all of the total current and long-term 
balance of$812.9 million remaining at December 31.1986 
is for employment-related costs such as pensions, health 
care and life insurance benefits. 
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D. Taxes 

The provision for i ncome taxes consisted of: 


(dollars in mill ions i 

1986 

1985 

1984 

Federal —current 

$ 10.0 

$ 22.0 

S 18.0 

State —current 

2.0 

10.4 

6.0 

Foreign —current 

.5 

3.0 

2.0 

Total provision 

$ 12.5 

$ 35.4 

$ 26.0 


Total income tax expense differs from the amount com¬ 
puted by applying the Federal statutory rate to pre-tax 
income primarily because ofour inability to recognize the 
benefit of our net operating loss carryforwards. The com¬ 
puted amounts and the items comprising the total differ¬ 
ences are as follows: 


f dollars in millions ) 

1986 

1985 

1984 

Pre-tax income (loss!: 




US. 

Foreign 

$ (168.5) 
28.3 

$ 1173.6) 
13.0 

$ (116.8) 
11.1 

Total 

$ (140.2) 

$ (160.6) 

$ (105.7) 

Computed amounts 

Ixiss in excess of allowable carrybacks 
Estimated prior years’ Federal income 
tax deficiencies (primarily interest) 
State taxes 

Net foreign items 

$ (64.5) 

64.5 

10.0 

2.0 

.5 

$ (73.9) 

73.9 

22.0 

10.4 

3.0 

$ (48.6) 

48.6 

18.0 

6.0 

2.0 

Total provision 

$ 12.5 

$ 45.4 

$ 26.0 


At December 31,1986. Bethlehem had unused net operat¬ 
ing loss carryforwards of $1,696.4 million for financial 
reporting purposes and $1,213.6 million for tax reporting 
purposes which expire in the years 1997 through 2001. The 
potential tax benefit of the net operating loss carryforwards 
has not been recorded for financial statement purposes 
because generally accepted accounting principles preclude 
recognition. 


In October 1986 the Tax Reform Act of 1986 (the Act) 
became law. The Act permits us to obtain a refund of 5(K* of 
our unused investment tax credits from our steel and steel 
related businesses at December 31,1986 by carrying the 
credits back against taxes paid in the prior 15 years. Under 
the .Act. we are entitled to a refund of approximately $130.0 
million. The Act treats the refund as a tax payment on 
March 15,1988 with respect to the 1987 tax return. Accord¬ 
ingly, we plan to record income related to the ref und ratably 
over the course of 1987. Underthe Act, receipt of the cash 
will not occur prior to March 15,1988. Because ofour sub¬ 
stantial accumulated net operating loss carryforward posi¬ 
tion, other provisions of the Act will have no material effect 
on our income tax payments in the foreseeable future. 

Our Federal income tax returns for the years 1971 
through 1981 are under consideration by the Internal Reve¬ 
nue Service. Adjustments proposed by the Service for the 
years 1971 through 1978 have been contested. We believe 
thatadequate provisions have been made in the financial 
statements for settlements of these issues. However, we do 
not expect to pay these amounts within the next year. 
$122.5 million of accrued income taxes has. therefore, been 
included in Other Long-term Liabilities at December 31, 
1986. 

In addition to income taxes, we incurred costs for certain 
other taxes as follows: 


tdollars in millions) 

1986 

1985 

1984 

Employment taxes 

$ 115.5 

$ 129.9 

$ 144.5 

Property taxes 

29.4 

31 4 

34.2 

State and foreign taxes 

18.5 

19.6 

22.3 

Federal excise tax on coal 

10.5 

10.3 

10.0 

Total other taxes 

$ 173.9 

$ 191.2 

$ 21MI 
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E. Long-term Debt 

December 31 


(dollars in mi/lion si 

1986 

1985 

Debentures: 



5.40'/;, Due 1992 

$ 48.2 

$ 48.2 

t> • *'>;, Due 1999 

33.9 

33.9 

9'>;. Due 2000 

82.6 

82.6 

8V h '/, , Due 2001 

179.8 

179.8 

8.45'f, Due 2005 

219.4 

219.4 

Revolving Credit Loans 

360.0 

285.0 

9, Note. Due 1987-1997 

21.7 

22.9 

4 ] / j ( ( Subordinated Debentures, Due 1990 

50.0 

50.0 

Pollution control and industrial revenue bonds: 



5*/■)'■; —8 M /i</7. Due 1987-2002 

151.1 

167.6 

Variable interest at 50'; -70'; of prime rate. 



Due 1987-2002 

88.3 

118.8 

Notes of consolidated subsidiaries: 



1 O';-12'i';. Due 1987-1995 

38.2 

29.0 

Variable interest at prime less 1 Vr 

— 

16.0 

Unamortized debt discount 

(11.1) 

<11.8) 

Amounts due within one year 

<137.D 

(9.0) 

Total long-term debt 

SI,125.0 

$1,232.4 


Excluding revolving credit loans, maturities and sinking 
fund requirements at December 31,1986 for the next five 
years were $17.1 million in 1987, $25.6 million in 1988, 

$49.8 million in 1989, $119.5 million in 1990 and $71.7 mil¬ 
lion in 1991. 

During 1984. we recognized an extraordinary gain 
of $19.2 million from the early extinguishment of $49.7 
million principal amount of outstanding debentures for 
$30.5 million. 

We have a revolving credit agreement with a group of 
banks providing for domestic or Euro-dollar borrowings 
prior to March 1,1988. Domestic loans bear interest at the 
prime rate. Euro-dollar loans bear interest based on the 
London Interbank Offered Rate. The maximum loan 
amount at December 31,1986 was $120 million which will 
be reduced by $60 million on each March 1 through 1988. 
Borrowings of $120 mi 1 lion were outstanding under this 
agreement at December 31.1986. We pay a commitment fee 
at the rate of Va of V < per annum on the daily average 
unused amount of the available credit. We also have an 
informal understanding with the participating banks to 
maintain compensating balances equal to 5 9r of the total 
commitment plus a percentage of any amounts borrowed. 
These balances are not subject to withdrawal restrictions. 

We have an additional revolving credit agreement with a 
group of banks which expires on December 1.1990. Interest 
on borrowings is based on the prime rate. Certificate of 
Deposit rates or London Interbank Offered Rate. The maxi¬ 
mum loan amount at December 31,1986 was $240 million 
which will be reduced by $60 million on each December 1 
t hrough 1990. Borrowings of $240 million were outstanding 


under this agreement at December 31.1986. We pay a com¬ 
mitment fee of Vt ofl9f and a facility fee of l/ s of l f 7 per 
annum on the daily average amount of unused available 
credit. This agreement contains restrictive covenants 
which, among other things, require Bethlehem to maintain 
a minimum tangible net worth. At December 31,1986 our 
tangible net worth exceeded this requirement bv approxi¬ 
mately $104.7 million. 

F. Leases 

We lease certain manufacturing facilities and equipment 
under capital leases, the most significant of which cover the 
new- continuous casters at our Sparrows Point and Burns 
Harbor plants. 

In late January 1986, we determined that the economics 
of the then anticipated permanent operating leases for 
these casters had become substantially less favorable. 
Accordingly, effective December 31,1985, we began capital¬ 
izing the project financing expenditures for the casters as 
an asset and recording the associated liability on our bal¬ 
ance sheet. 

The casters began operating in 1986. The amounts 
included in property, plant and equipment were $484.4 
million (netof$10.5 million accumulated amortization) 
at December 31.1986 and $451.8 million at December 31. 
1985. Additional caster project costs of $10 million are 
expected to be capitalized during 1987. An owner trust has 
provided permanent lease financing under capital leases 
which became effective 90 days after the start-up date of 
each caster. Quarterly rental payments of $12 million will 
reduce the capital lease obligation over a ten-year period. 

In addition, interest at 1 1 V7 above the London Interbank 
Offered Rate is payable quarterly. 

Future minimum payments under noncancellable oper¬ 
ating leases are: $19.0 million in 1987. $17.2 million in 1988. 
$15.7 million in 1989. $15.1 million in 1990, $14.6 million in 
1991 and $120.6 million thereafter. Total rental expense 
under operating leases was $34.5 million. $41.3 million and 
$41.4 million in 1986.1985 and 1984. 
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G. Commitments and Contingent Liabilities 

Based generally on our proportionate ownership in certain 
iron ore associated enterprises, we are entitled to receive 
our share of the ore produced and are committed to pay our 
share of their costs. We received 2.7 million net tons of iron 
ore from these enterprises in 1986 at a net cost of $64.8 mil¬ 
lion, 4.2 million net tons for $126.6 million in 1985 and 4.0 
million net tons for $123.1 million in 1984. We have guaran¬ 
teed debt of various businesses, including that of certain 
associated enterprises, totaling $67.7 million and $72.3 
million at December 31,1986 and 1985. One of these busi¬ 
nesses is currently experiencing financial difficulty and we 
may be required to fund up to $43 million under certain of 
these guarantees. We cannot currently estimate the losses, 
if any, that might result from these guarantees. 

We have two agreements with several banks which 
enable us to sell up to $200 million of accounts receivable, 
on a continuing basis, subject to limited recourse provi¬ 
sions. One of these programs with an available credit limit 
of$100.0 million will expire June 1.1987. The other pro¬ 
gram expires in 1990. Average monthly proceeds from the 
sale of accounts receivable were $97.4 million and $98.5 
million during 1986 and 1985. At December 31,1986 and 
1985, $87.5 million and $100.0 million of the receivables 
sold remained outstanding. In 1983, under a separate 
agreement, we sold a $21 million long-term note receivable 
at face value subject to certain recourse provisions. This 
note was outstanding at December 31,1986. 

At December 31,1986, we had placed approximately 
$25.6 million of purchase orders for additions and improve¬ 
ments to our properties. 

In the ordinary course of our business, we are involved in 
various pending or threatened legal actions. We believe 
that any ultimate liability arising from these actions 
should not have a material adverse effect on our consoli¬ 
dated financial position at December 31,1986. 

H. Acquisition of I.N. Tull Industries, Inc. 

During 1985, we acquired the common stock of J.M. Tull 
Industries, Inc. for $96.0 million. We accounted for the 
acquisition as a purchase. Tull’s results of operations are 
included in the consolidated results from the date of acqui¬ 
sition to the date of sale during the second quarter ofl986 
(see Note C). These results and the pro forma effect for 1985 
and 1984 had Tull been acquired at the beginning of each 
period are not material. 


The purchase price was allocated as follows: 


Working capital_ 

Property, plant and equipment 
Goodwill and other assets _ 


$ 58.6 
48.7 
16.9 


Total non-cash assets acquired 

Cash_ 

Ixmg-term debt_ 

Tota1_ 


124.2 

3.4 

(31.6) 

$ 96.0 


I. Stock Options 

At December 31,1986, we had options outstanding under 
our Stock Option Plans. New options can be granted only 
under the 1984 plan, which reserves 3,000,000 shares of our 
Common Stock for such use. At December 31,1986 options 
on 2,328,722 shares of Common Stock were issued under 
the 1984 plan. Options become exercisable six months after 
the date granted and expire ten years from the date 
granted. The option price is the fair market value of our 
Common Stock on the date the option is granted. Alterna¬ 
tively, options may be surrendered for the difference 
between the exercise price and the fair market value of the 
Common Stock at the date of surrender. Depending on the 
circumstances, option holders receive either Common 
Stock, cash or a combination of Common Stock and cash. 

Changes in options outstanding during 1986 and 1985 
under the Plans were as follows: 



Number of 
()ptions 

Option 
Price or 
Range 

Balance December 31.1984 

2,783,855 

20 1 Viii-41 1 

Granted 

462,751 

17- 17Vh 

Terminated or cancelled 

(486,852) 

17-41 V 2 

Balance December 31,1985 

2,759,754 

17-41 [ h 

Granted__ 

914,664 

7 ;1 /4-19 5 /m 

Terminated or cancel led 

(488.168) 

8-40/2 

Surrendered 

(20.901 > 

17-17Vm 

Exercised 

(500) 

17 

Balance December 31,1986 

3,164,849 

7Vi-35 : Vh 


2,717,336 options outstanding were exercisable at 
December 31,1986. 
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I. Stockholders' Equity 


/shares in thousands and dollars in null ions, except per share data) 

Preferred Stock 
Shares Amount 

Common Stock 
$8.00 Par Value 
Shares Amount 

Additional 

Paid-In 

Capital 

Retained 

Earnings 

(Deficit) 

Common Stock 
Held in Treasury 
Shares Amount 

Balance December 31,1983 

6,500 

$225.0 

48.309 

$450.8 

$ 170.1 

$ 528.7 

2.059 

S 61.5 

Net loss for year 






(112.5) 



Preferred Stock dividends 






( 22.5) 



Common Stock dividends i $.60 per share) 






( 27.9) 



Common Stock issued 



236 

1.9 

3.2 


(58) 

il.7i 

Balance December 31,1984 

6,500 

$225.0 

48.545 

$452.7 

$ 173.3 

$ 365.8 

2,001 

S 59.8 

Net loss for year 






(196.01 



Preferred Stock dividends 






(22.5i 



Common Stock dividends i $.30 per share) 






(14.5) 



Common Stock issued 



5.437 

4.3.5 

43.8 




Balance December 31,1985 

6.500 

$225.0 

53.982 

$496.2 

$ 217.1 

S 132.8 

2.001 

$ 59.8 

Net loss lor year 






< 152.71 



Preferred Stock dividends* 






(11.2i 



Common St<x*k issued. 



98 

.8 

.7 


(1) 

(.li 

Balance December 31,1986 

6.500 

$225.0 

54.080 

$497.0 

$ 217.8 

$ (31.lt 

>,000 

$ 59.7 


At I)ecember 31.1986 dividends in arrears on our $5.00 and $2.50 Cumulative Convertible Preferred Stock were $6.3 million 
and $5.0 million or $2.50 and $1.25 per share. 

We have reclassified (he components of stockholders* equity to reflect the classifications which we believe are predominant in 
current financial reporting. “Common Stock-issued" represents our legal capital for that class of stock under Delaware law. The 
balance of amounts received for Common Stock in excess of our legal capital has been classified as “Additional Paid-in Capital." 

Each share ofthe $5.00 Cumulative Convertible Preferred Stock and the $2.50 Cumulative Convertible Preferred Stock issued 
in 1983 is convertible into 1.77 and .84 shares of Common Stock respectively, subject to certain events. 


K. Quarterly Financial Data (Unaudited) 


f dollars in null ions, except fk’r share data) 1986 1985 



IQ 

2Q 

3Q 


4Q 


IQ 

2Q 

3Q 

4Q 

Net Sales 

$ 1.168.6 

$ 1.109.0 

$ 1.032.9 

$ 1,022.4 

$ 1,214.0 

$ 1,323.0 

$ 1,294.8 

$ 1,285.9 

Cost of Sales 

$ 1,087.0 

$ 

1.000.1 

$ 971.9 

$ 

854.1 

$ 1,113.7 

$ 1,139.3 

$ 1,167.3 

S 1,157.4 

Estimated Gain (Loss (on Discontinuing 













Businesses and Assets 

$ (13.0) 

$ 

20.5 

$ 7.5 

$ 

5.0 

$ 

7.4 

$ 1.1 

$ 

1 33.5 > 

$ (50.0) 

Net Income (Loss) 













Amount 

$ (91.8) 

$ 

(23.8) 

$ (71.3) 

$ 

34.2 

$ 

(62.li 

$ 20.4 

$ 

(76.8i 

$ (77.5) 

Per Share 

$ (1.871 

$ 

(.57) 

$ (1.48) 

$ 

.55 

$ 

(1.45) 

$ .30 

$ 

ll.59) 

$ (1.60) 

Shipments { net tons in thousands > 

2.231 


2.169 

1,995 


2,075 


2,190 

2,232 


2,187 

2,183 

Production 1 net tons in thousands! 

2.603 


2.615 

2,513 


2,686 


2,546 

2,614 


2,651 

2,629 
























































































Management Statement 
on Responsibility for 
Financial Information 


Report of Independent 
Accountants 


The accompanying consol idated financial statements of 
Bethlehem Steel Corporation have been prepared in accord¬ 
ance with generally accepted accounting principles. Man¬ 
agement has the primary responsibility for the information 
contained in the financial statements and in other sections 
of the Annual Report to Stockholders. In preparing the 
financial statements, management must make estimates 
and judgments based upon available information. To facili¬ 
tate this financial reporting, management has communi¬ 
cated to all appropriate employees the requirements for 
accurate records and accounting. 

Bethlehem maintains a system of internal accounting 
controls designed to provide reasonable assurances for the 
safeguarding of assets and the reliability of financial 
records. The system is subject to continuous review through 
a corporate-wide internal audit program with appropriate 
management follow-up action. Management recognizes the 
limits that are inherent in all systems of internal account¬ 
ing control. Management believes, however, that through 
the careful selection of employees, the division of responsi¬ 
bilities and the appl ication of formal pol icies and proce¬ 
dures, Bethlehem has an effective and responsive system of 
internal accounting controls. 

Bethlehem’s independent auditors, Price Waterhouse, 
examine Bethlehem’s financial statements in accordance 
with generally accepted auditing standards. They express 
their professional opinion which is shown on this page. This 
examination includes evaluating our internal accounting 
control systems to establish the audit scope, testing our 
accounting records and transactions and performing such 
other audit procedures as they deem appropriate. 

The Audit Committee of the Board of Directors is com¬ 
posed of nine non-employee directors who meet regularly 
with the independent auditors, internal auditors and man¬ 
agement to discuss specific accounting, reporting and inter¬ 
nal control matters. Both the independent auditors and the 
internal auditors have full and free access to the Audit 
Committee. Each year the Board of Directors selects the 
firm to perform audit and related work for Bethlehem. 

That selection is subject to ratification by the stockholders 
ofBethlehem. 

Management believes that the system of internal 
accounting controls, including Bethlehem’s Code of Busi¬ 
ness Conduct, provide reasonable assurances that (1 ) busi¬ 
ness activities are conducted in a manner consistent w'ith 
Bethlehem’s commitment to a high standard of business 
conduct, and (2) Bethlehem’s financial accounting system 
contains the integrity and objectivity necessary to main¬ 
tain accountability for assets and to prepare Bethlehem’s 
financial statements in accordance with generally accepted 
accounting principles. 


To the Board of Directors and Stockholders 
of Bethlehem Steel Corporation 

In our opinion, the accompanying consolidated balance 
sheets and the related consolidated statements of income 
and of changes in financial position present fairly the 
financial position of Bethlehem Steel Corporation and its 
subsidiaries at December 31,1986 and 1985, and the results 
of their operations and the changes in their financial 
position for each of the three years in the period ended 
December 31.1986, in conformity with generally accepted 
accounting principles consistently applied. Our 
examinations of these statements were made in accordance 
with generally accepted auditing standards and 
accordingly included such tests of the accounting records 
and such other auditing procedures as we considered 
necessary in the circumstances. 


153 East 53rd Street 
New York, NY 10022 

January 30,1987 
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Five-Year Financial and 
Operating Summaries 


(dollars in millions. except per share and average employment cost data ) 

1986 

1985 

1984 

1983 

1982 

Earnings Statistics 






Net sales 

$ 4,332.9 

$ 5.117.7 

S 5,392.1 

$ 4,898.2 

S 5.260.3 

Operating charges: 






Employment costs 

1.763.4 

1,900.0 

2.169.9 

2,202.7 

2,628.6 

Materials and services 

2.271.6 

2,868.5 

2,950.9 

2,646.9 

2.662.5 

Depreciation 

295.8 

282.7 

282.6 

251.7 

388.9 

Taxes !other than employment and income taxes) 

58.4 

61.3 

66.5 

67.3 

78.2 

Estimated (gain) loss on discontinuing 






businesses and assets 

(20.0) 

75.0 

(30.0) 

(35.0) 

1,050.0 


4,369.2 

5,187.5 

5,439.9 

5,133.6 

6,808.2 

Loss from operations 

(36.3) 

169.8) 

147.8) 

(235.4) 

(1,547.9) 

Other income (expense) 






Interest and other income 

21.9 

15.6 

53.8 

90.7 

133.2 

Interest and other debt charges 

(125.8) 

H06.4) 

(111.7) 

(94.5) 

(77.9) 

(Provision > credit for income taxes 

(12.5) 

(35.4) 

(26.0) 

(75.0) 

23.0 

Extraordinary gain 

— 

— 

19.2 

23.5 

— 

(.' u m u 1 a t i ve e ffeet o f acco un t i ng chan ges 

— 

— 

— 

127.2 

— 

Net loss: 






Amount 

$ (152.7) 

$ (196.0) 

$ (112.5) 

$ H63.5) 

$(1,469.6) 

Per share 

$ (3.37) 

$ (4.37) 

$ (2.91) 

$ (3.92) 

S (33.64) 

Pro forma amounts assuming changes in 

accounting principles were applied retroactively: 






Amount 

— 

— 

— 

$ (290.7) 

$(1,361.6) 

Per share 

— 

— 

— 

$ (6.78) 

$ (31.17) 

Dividends per Common share 

— 

$ .30 

$ .60 

$ .60 

$ 1.30 

Common stock dividends paid 

— 

1 $ 14.5 

$ 27.9 

$ 26.6 

$ 56.8 

Balance Sheet Statistics 






Cash and marketable securities 

$ 463.1 

$ 99.3 

$ 85.7 

$ 133.3 

$ 120.4 

Receivables, inventories and other current assets 

720.8 

1.000.4 

1,086.4 

1,125.2 

1.308.5 

Current liabilities 

940.3 

932.5 

1.024.8 

988.1 

1,018.3 

Working capital 

$ 243.6 

$ 167.2 

$ 147.3 

$ 270.4 

$ 410.6 

Current ratio 

1.3 

1.2 

1.1 

1.3 

1.4 

Excess of current cost over LIFO inventory values 

$ 538.0 

S 584.2 

S 735.7 

$ 779.7 

$ 923.1 

Property, plant & equipment (net) 

$ 3,207.6 

$ 3,480.0 

S 3,020.8 

$ 3,046.7 

$ 2.938.7 

Total assets 

$ 4,660.9 

$ 4.742.6 

$ 4,383.8 

$ 4,457.4 

$ 4,611.3 

Total debt, at year end 

$ 1,262.1 

$ 1.241.4 

$ 1.267.9 

$ 1,144.4 

S 1,276.1 

Total capital lease obligations, at year end 

$ 486.9 

$ 460.9 

$ 12.1 

S 3.7 

— 

Stockholders' equity at year end 

$ 849.0 

$ 1,011.3 

$ 1.157.0 

$ 1,313.1 

$ 1,236.8 

Total debt, as a percent of invested capital 

67.371 

62.771 

52.5'* 

46.6 r /r 

50.8'; 

Other Statistics 




1 


Capital expenditures < including caster project expenditures) 

$ 227.8 

$ 774.0 

$ 309.0 

$ 269.4 

$ 470.3 

Raw steel produced ( net tons) 

10,417 

10,440 

12,166 

10,692 

10.521 

Utilization of production capability 

65.171 

59.391 

67.6 f * 

49.49f 

47.6'* 

Steel products shipped t net tons)* 

8,470 

8.792 

8.925 

8,744 

8,154 

Iron ore production tnet tnnstf* 

8.021 

8.721 

9.297 

7,874 

12,269 

Coal production ( net tons)' 11 

10.953 

10.938 

10.768 

10,130 

9,508 

Employees ( monthly average receiving pay) 

37.500 

44.500 

51,400 

52,800 

66,900 

Average employment cost per hour 

$ 24.10 

$ 22.22 

$ 22.02 

$ 22.45 

$ 22.52 

Common stock outstanding at year end - 

52,080 

51,981 

46.544 

46,250 

43,682 

Common stockholders of record at year end 

72.000 

81.000 

93.000 

103,000 

117,000 

Weighted average shares outstanding* 

52,045 

50,018 

46,445 

44,457 

43,682 

In thousands 














































































































General Stockholder Information 


Directors 

Curtis H. Barnette 

Senior Vice President, 

General Counsel and 
Secretary 

Silas S. Catheart 
Former Chairman. Illinois 
Tool Works, Inc. 

Herman E. Collier, Jr. 
President Emeritus, 

Moravian College 

Edwin A. Gee 

Former Chairman of the 
Board, Internat ional 
Paper Company 

Thomas L. Holton 

Former Chairman. Peat. 
Marwick, Mitchell & Co. 

George R Jenkins 
Former Chairman of the 
B< >a rd. M etrop< >1 i tan 
Life Insurance Company 

Reginald H. Jones 

Former Chairman, 

General Electric (Company 

Winthrop Knowlton 

Director, Kennedy School 
of Government, 

Harvard University 

EllmoreC. Patterson 

Former Chairman, 

Morgan Guaranty Trust 
Company of New York 

Dean R Phypers 

Former Senior Vice President, 
International Business 
Machines Corporation 

Walter F. Williams 

Chairman 


Principal Committees 
of the Board 

Audit 

Reginald H. Jones, 

Chairman 
Silas S. Catheart 
Herman E. Collier 
Edwin A. Gee 
Thomas L. 1 lolton 
George P Jenkins 
Winthrop Knowlton 
EllmoreC. Patterson 
Dean P Phypers 

Extra tire 

Walter F. Williams, 

Chairman 
Curtis H. Barnette 

Executive ('ompensation 
George P. Jenkins, 
Chairman 
Si las S. Catheart 
Herman E. Collier 
Edwin A. Gee 
Thomas L. 1 lolton 
Reginald H. Jones 
Winthrop Knowlton 
EllmoreC. Patterson 
Dean P Phypers 

Finance 

Walter F. Williams, 

Chairman 
Curtis H. Barnette 
SilasS. Catheart 
Herman E. Collier 
Edwin A. Gee 
Thomas L. Holton 
(ieorge P Jenkins 
Reginald H. Jones 
Winthrop Knowlton 
EllmoreC. Patterson 
Dean P Phypers 

Nominating 
Ellmore C. Patterson, 
Chairman 
SilasS. Catheart 
Herman E. Collier 
Edwin A. Gee 
Thomas L. Holton 
George P Jenkins 
Reginald H. Jones 
Winthrop Knowlton 
Dean P Phypers 


Corporate Executive 
Officers 

Walter F. Williams 

Chairman (Chief Execu t i ve 
Officer» 

1). Sheldon Arnot 

Executive Vice President 
(Steel Commerciali 

Curtis H. Barnette 

Senior Vice President, 
General Counsel and 
Secretary < Law and 
Public Affairs) 

John A. Jordan, Jr. 

Senior Vice President 
• Steel Services) 

Edward H. Kotteamp, Jr. 

Executive Vice President 
(Steel Operations) 

Gary L. Millenbrueh 

Senior Vice President 
< Chief Financial <M’ficer) 


Larry L. Adams 

Vice President • Union 
Relations) 

Lonnie A. Arnett 

Vice President and (Nmtroller 
i Accounting! 

Benjamin C. Boylston 

Vice President (Human 
Resources) 

Robert W. Cooney 

Vice President (Steel 
Planning! 

Frank S. I )irkerson, 111 

Vice President and Treasurer 
‘ Finance) 

George T. Fugere 

Vice President < Informat ion 
Services! 

James E Kegg 

Vice President < Materials 
Management) 

C. Adams Moore 

Vice President (Steel Sales) 

James C. Van Vliet 

Vice President (Steel 
Market in^i 










Annual Meeting 

The Annual Meeting of Stock¬ 
holders of Bethlehem Steel 
Corporation will be held at 
11:00 a.m. on Tuesday, April 
28,1987, in the Gold Ball¬ 
room. Hotel du Pont, Elev¬ 
enth & Market Streets, 
Wilmington, Delaware. The 
Notice of the Meeting, the 
Proxy Statement and the 
Proxy Voting Card are fur¬ 
nished to stockholders with 
this Annual Report. 

Stock Transfer Agent and 
Registrar 

Morgan Shareholder Services 
Trust Company is stock trans¬ 
fer agent, registrar and divi¬ 
dend disbursing agent for the 
Common Stock, Preferred 
Stock and Debentures of 
Bethlehem Steel Corporation. 
Common Stock Symbol—BS 

Additional Corporate 
Information 

The Annual Report to Stock¬ 
holders is only one source of 
information about Bethlehem 
available to stockholders and 
the general public. Quarterly 
reports are mailed to stock¬ 
holders about the 10th of 
March, June, September and 
December. These reports 
contain financial results and 
other news about Bethlehem, 
and the June report contains 
a report on the Annual Meet¬ 
ing of Stockholders. 

FormlO-K 

Bethlehem's Form 10-K 
Annual Report to the Securi¬ 
ties and Exchange Commis¬ 
sion provides further details 
concerning Bethlehem’s busi¬ 
ness and other information 
not contained in the Annual 
Report. The 1986 Form 10-K 
will be filed with the Securi¬ 
ties and Exchange Commis¬ 
sion by March 31,1987. 


A copy of Form 10-K may be 
obtained without charge upon 
written request addressed to 
the Secretary, Bethlehem 
Steel Corporation, Bethlehem. 
Pennsylvania 18016. 

Stockholder 

Correspondence 

General inquiries about 
Bethlehem should be made 
in writing to the Secretary. 
Bethlehem Steel Corporation, 
Bethlehem, Pennsylvania 
18016. For prompt assistance 
on address changes, dividend 
reinvestment and other gen¬ 
eral shareholder information, 
please contact the Telephone 
Response Center of Morgan 
Shareholder Services Trust 
Company at 212-587-6515. 
When calling, please be pre¬ 
pared to give the Name! s>as it 
appears on vour certificate! s) 
and your tax identification 
number. Other requests for 
information not covered above, 
such as consolidation of mul¬ 
tiple holdings or lost securi¬ 
ties, should be sent to Morgan 
Shareholder Services Trust 
Company. 30 West Broadway, 
New York, New York 10007- 
2192 (Telephone 212-587- 
6469i. 

Independent Accountants 

Bethlehem's independent 
accountants are Price 
Waterhouse, 153 East 53rd 
Street, New York. New York 
10022. 


Facilities 

Steel Plants: 

Sparrows Point, MD: Burns 
Harbor, IN; Bethlehem. PA: 
Johnstown, PA;Steelton, PA 


Other Steel Related 
Facilities: 

1 facility for the production of 
forgings and castings. 

1 plant for the production of 
wire rope and 14 wire rope 
service centers. 

1 freight car manufacturing 
facility. 

Natural Resources: 

Coal: 14 mines and 11 clean¬ 
ing plants in Pennsylvania, 
West Virginia and Kentucky 
producing metallurgical, 
steam and anthracite coal and 
1 facility producing coke. 

Iron Ore: 3 operations in 
which Bethlehem has a par¬ 
tial interest—1 in Minnesota, 
1 in Canada and 1 in Brazil. 

Limestone: 1 wholly owned 
quarry and 1 partially owned 
quarry. 

Other: Interest in 1 operation 
producing silver. 

Rail Transportation: 

5 shortline railroads in the 
vicinities of the Sparrows 
Point, Bethlehem, Johnstown 
and Steelton plants and Lack¬ 
awanna, NY and 1 railroad 
serving coal mines near John¬ 
stown. PA. 

Water Transportation: 

3 owned vessels and 1 long¬ 
term chartered vessel for the 
transportation of ore on the 
Great Lakes. 

Marine Construction: 

3 yards for drill rig and ship 
construction and repair in the 
United States and a majority 
interest in a drill rig con¬ 
struction and repair yard 
in Singapore. 

Bethlehem Supply Divi¬ 
sion: 

24 supply stores serving the 
oil country market. 
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Bethlehem Steel Corporation 
Bethlehem, PA 18016 







